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TAIWAN'S KEY ECONOMIC INDICATORS 


All values in US$ millionl/ Unofficial % Change 
unless otherwise indicated — 82/81 


INCOME, INVESTMENT, PRODUCTION, EMPLOYMENT 


GNP at Current — ae aortas 
BNF at oy enSkART Sarees rices (US$) 3 223 3398 
Median Family Income (US$) 6, 360 6, 400 
Fixed Investment at Constant 1976 Prices 8,429 7,800 
Foreign Investment Approvals 396 400 
Indices (1976=100): 
Industrial Production 171. ‘ iv2. 
Agricultural Production 105. . 107. 
Industrial Wage 234. ° 250. 
Labor Productivity 156. me 160. 
Labor Force (1,000 persons) 6,764 : 6,900 
Unemployment Rate (%) i. Zs 


MONEY AND PRICES 


Poney Pope est Rate (%, P.A.) 11,993 :0 13,099 
Price Indices (1976=100) 
GNP Deflator (4th Quarter) 162. 3 165. 
Wholesale Prices (December) 158. . 160. 
Consumer Prices (December ) 175. . 180. 


BALANCE OF TRADE AND PAYMENTS 


Balance of Payments (Basic) 1,336 554.36 2,500 ; 
Balance of Trade 1,412 1833.77 3,000 12. 
Exports, f.o.b 22,611 14.13 22,200 -l. 
To U.S. 8,163 20.75 8, 700 6. 
Imports, c.i.f. 21,200 7.43 19,200 9. 
From U.S. 4,766 1.99 4,400 -7. 


Value of Major Imports from U.S. in 1981 (US$ Million): Chemicals, 848; Machinery, 835; 

Electronic/Electrical Goods, 624; Soybeans, 383; Maize, 293; Wheat, 133; and Cotton, 117. 

Note: 1/ Exchange rate: one U.S. dollar equals NT$36.00 in 1980, NT$36.90 in 1981, and 
— in 1982 


Pct change 81/80 based on current NT dollar. Growth rate of GNP at current 


“ae ee or o¢ « ££ «6 
oOWNN oOmnn Pon 


prices, adjusted for changes in exchange rate, was 14.7 pct for 1981 and is estimated 
9 be 1.7 pct for 1982. 
2/ Pct change 81/82 based on constant 1976 NT dollar. Growth rate of real GNP, 
adjusted for changes in the exchange rate, was 2.5 pct for 1981 and is estimated to be 
-1.6 pct for 1982. 

Pct change 81/82 based on current NT dollar. Growth rate of money supply, 
adjusted for change in foreign exchange rate, was 8.3 pct 





SUMMARY AND OVERVIEW 


Taiwan started the year of the dog with a whimper and continues to limp 

along. After increasing by 5 percent in 1981, real GNP rose by 3.6 percent 
(annual rate) in the first three quarters of 1982, the lowest growth rate 
since the 1973-74 oil crisis. The rate is high relative to the performance of 
the OECD countries and average by Asian standards, but far below Taiwan's 
historical average growth rate of 9 percent per year over the past three 
decades. For all of 1982 we expect the pace of real GNP increase will remain 
under 4 percent. Assuming a moderate recovery in the world economy in 1983, 
the economic growtn rate should be in the 4 to 6 percent range. Inflation is 
down because of weak demand, stable oil prices, and low commodity prices. We 
expect inflation, as measured by the wholesale price index (WPI), to be about 
1 percent in 1982 and between 3 percent and 4 percent in 1983. Unemployment, 
while low, almost doubled from 1.5 percent in April 1982, to 2.7 percent in 
September 1982; for all of 1982 we expect the unemployment rate to average 2.1 
percent and in 1983, 2 percent. 


Thus far, policymakers here have relied primarily on easing monetary policy 
and a moderate devaluation of the NT dollar in order to combat the slowdown in 
economic growth. Given the dominance of Taiwan's external sector (exports 
represent more than half of GNP) and a traditional fear of inflation, the 
authorities have been reluctant to apply direct fiscal stimulus to the 
economy. Budget deficits of $333 million in FY 1981 (July-June), $600 million 
expected in FY 1982, and a forecast $1.250 billion in FY 1983, are another 
reason why Taiwan policymakers hope that they can ride out the recession 
without stepping up public spending. 


Reflecting the slowdown in economic growth, industrial production declined by 
0.9 percent in the first three quarters of 1982, following the 4.2 percent 
increase in 1981. Agricultural yield, despite a drought in early spring, 
still increased 1.6 percent in the first half of 1982. Investment, because of 
slack demand and almost 25 percent excess capacity, declined by 1.6 percent in 
the first 9 months of the year. Some policymakers believe that the slowdown 
in investment will hamper Taiwan's efforts to bring in new technology and 
develop new products, thereby hurting Taiwan's future export competitiveness. 


Foreign investment approvals for the first three quarters of 1982 nevertheless 
increased by 28.9 percent (annual rate) to $322 million due largely to the 
approval of a major Japanese hotel project. Taiwan continues to attract 
long-term loan capital due to its excellent credit rating. 


Two-way trade in the first three quarters of 1982 decreased by 6.5 
percent--with exports at $16.7 billion (-1.6 percent annual rate) and imports 
at $14.4 billion (-11.6 percent annual rate), leaving Taiwan with a trade 
surplus of $2.3 billion. For all of 1982, we expect two-way trade to total 
$41.4 billion (-5.5 percent)--with exports at $22.2 billion, imports at $19.2 
billion, and a $3 billion surplus. 





The United States remains Taiwan's dominant trading partner taking almost 40 
percent of the island's exports and supplying not quite one-fourth of its 
imports over the first 9 months of 1982. From the U.S. perspective, Taiwan's 
is our eighth largest trading partner. Two-way Taiwan trade in 1981 amounted 
to $12.9 billion, with the island achieving a $3.4 billion surplus. For all 
of 1982, we expect two-way trade to reach 313.1 billion (+1.3 percent), with 
Taiwan's merchandise trade surplus reaching a record $4.3 billion ($2.4 
billion if services are included). 


Japan remains the island's number one foreign supplier and will record a 
sizable, although reduced, surplus in trade with Taiwan this year. Trade with 
Western Europe declined in 1982 for the second year in a row due to the global 
economic slowdown and exchange rate developments unfavorable to Taiwan's 
exports to those markets. 


Implications for the United States 


The continuing economic doldrums in Taiwan and the United States has meant 
harder times for American companies -- both investors in and exporters to 
Taiwan. Besides the general economic conditions, other hurdles facing 
American firms are Taiwan's high tariff and nontariff barriers, restrictions 
on banking and other service sector activities, Japanese competition, and 
commercial counterfeiting. Despite these serious problems, the American 
Institute in Taiwan (AIT) believes that 1983 can provide sales upportunities 
for U.S. companies in a number of fields. We see the best prospects for 
increasing U.S. exports to Taiwan in analytical and scientific instruments, 
computers and peripherals, electronic industry production and test equipment, 
electronic components, and medical equipment. The likelihood of increased 
U.S. coal sales to Taiwan over the next few years is poor due to sluggish 
power load growth and stable oil prices. The value of U.S. exports of 


agricultural products may also decrease somewhat because of expected price 
decreases. 


ECONOMIC GROWTH 


Like those of most of its Asian neighbors, Taiwan's economy, though reeling 
from the blows of the global recession, has not been knocked to the mat. 
After an increase of 5.0 percent in real GNP in 1981, the economy grew at 3.6 
percent (annual rate) in the first three quarters of 1982, the lowest rate 
since the aftermath of the 1973-74 oil crisis. Compared with OECD countries, 
however, the economy's performance is still respectable. (In the first half 
of 1982, real GNP growth in the United States was -1.5 percent, zero growth 
for West Germany, -7.9 percent (Ist quarter) for Canada, 1.2 percent for 
United Kingdom, -0.4 percent for France, and -0.3 percent for Italy. The 
estimate of overall OECD growth has been revised downward from 1.2 percent to 
0.5 percent for all of 1982. } Compared with other Asian economies, most of 
which had growth rates between 3 percent and 6 percent, Taiwan's economic 
performance is about average. Seen against its average yearly growth of 9.0 
percent over the past 30 years, the economy's performance is sub-par and 
characterized by many Chinese analysts as a "recession." 





The pace of economic growth continued to decelerate during the first three 
quarters of 1982 with annual rates of real GNP increases of 4.3 percent, 3.5 
percent and 3.2 percent, respectively. There are some signs that a turning 
point may have been reached since the index of leading economic indicators of 
the Council for Economic Planning and Development (CEPD) increased during May, 
June, and July. 


Even if the economy should experience a moderate surge in the final quarter of 
1982, the growth rate for the whole year should still remain at best a bit 
under 4 percent. 


Given the dominance of Taiwan's external sector (exports account for more than 
50 percent of GNP) and passive fiscal policies, any major improvement in the 
Taiwan economy will have to await recovery in the island's major export 
markets, particularly the United States. Assuming a moderate recovery (3.0 to 
4.0 percent growth) in the United States next year, Taiwan should be able to 
manage a 4 to 6 percent rate of increase, which is the range of most official 
and unofficial estimates. The formal projection of the Council for Economic 
Planning and Development is 5.5 percent. 


Thus far, economic policymakers here have sought to combat the economic 
slowdown primarily through monetary and exchange rate policies. Interest 
rates have been lowered eight times between August 1981 and September 1982, 
with the prime rate falling from 15.25 percent to 9.75 percent and the 1974 
ban on construction loans lifted. Following formal devaluation of the NT 
dollar of nearly 5 percent in August 1981, the Taiwan currency was allowed, as 
of November 15, 1982, to depreciate by another 7.0 percent. The principal 
fiscal policy measures taken to date are the lowering of customs duties on 
selected machinery imports and improvement of investment tax incentives for 
capital and technology intensive industries. An additional step has been to 
move up FY1983 (July 1, 1982 - June 30, 1983) public works projects; however, 
since overall budget totals remain unchanged, little net stimulus will result. 


Because industry remains plagued with 25 percent excess capacity and sluggish 
export orders, the net effect of all the foregoing actions has been slight. 
The authorities continue to place primary hope in a worldwide economic 
recovery. If this is not perceptible in Taiwan by mid-1983, the authorities 
may well have to consider more vigorous direct stimulus of the economy despite 
the inflationary risks that it would entail. 


PRODUCTION 


Agriculture: In 1981, because of typhoon-related floods and a drought, 
agricultural (including crops, forestry, livestock and fishery) production was 
down 0.56 percent. In the first half of 1982, despite drought in April, total 
agricultural yield still increased 1.6 percent. Crop harvests were up 1.5 
percent. Of noncrop agricultural products, forestry advanced 4.9 percent; 
livestock, due to brisk export sales of pork, rose 3.1 percent; and fisheries 





dropped 0.4 percent as a result of slumping demand both at home and in the 
export markets. The Council for Agricultural Planning and Development expects 
agricultural output in the latter half of 1982 to remain at the same level as 
the corresponding period of 1981 -- despite decreased acreage. For all of 
1982, agricultural production will rise between 1.0 percent and 1.5 percent. 


Industry: After increasing by 4.2 percent in 1981, industrial production 
declined 0.9 percent in the first 3 quarters of 1982. In the first 3 quarters 
of 1982, profit margins decreased; manufacturing production barely increased; 
investment dropped by almost 2 percent; mining decreased by almost 1 percent; 
public utilities squeaked out a 0.5 percent increase; and construction fell by 
a whopping 23 percent. We expect industrial production to begin a weak 
recovery in late 1982 or early 1983 -- following on the heels of the mild 
global recovery which began in mid 1982. Industrial production for all of 
1982 will increase by 0.5 percent. 


Manufacturing: Growth in manufacturing output dropped from 6.7 percent in 
1980 to 3.8 percent in 1981 and to 0.2 percent (annual rate) in the first 9 
months of 1982. Slumping investment (-1.6 percent annual rate) contributed to 
slack demand for capital goods -- electrical machinery production slipped 3 
percent and nonelectrical machinery output decreased 12 percent. Other 
industries also took their lumps: cement products (-24 percent), brick and 
tiles (-28 percent), plywood (-8 percent), fertilizer (-32 percent), 
petrochemical feedstocks (-11 percent), refined aluminum (-40 percent), and 
processed aluminum (-18 percent). The drops in the last four industries 
reflected an excess global supply and Taiwan's policy to deemphasize 
energy-intensive industries. Taiwan Aluminum, a state-owned enterprise, shut 
down 1 of its smelters in October and plans to shut down its remaining 
smelters in the near future. 


Mining: Mining output increased 16.3 percent in 1981 due in part to the 
opening of a new electrolytic copper plant, but slipped 2.3 percent in the 
first 9 months of 1982 because of a decline in coal mining and a drastic drop 
in natural gas production. For all 1982, we expect mining production to 
increase 0.5 percent. 


Construction: Due to an artifical jump of 138.5 percent in December 1981, when 
developers padded their records to qualify for loans available for finished 
but unsold structures, the construction industry showed an inflated increase 
of 11.1 percent in 1981. In the first 9 months of 1982, this industry slumped 
25 percent (annual rate), revealing the true extent of its depression. The 
Ministry of Finance, in an attempt to revise the industry, lifted a 1974 ban 
on construction loans. The aforementioned moving up of FY83 public works 
projects has given the construction industry a much needed but temporary boost. 


Energy and Public Utilities: Taiwan's energy demand has been sharply hit by 
the economic slowdown and conservation measures, especially a deemphasis of 
energy-intensive basic metals production. Following a decrease of 1.0 percent 





in 1981, the output of public utilities rose at an annual rate of 0.5 percent 
during the first 9 months of 1982. Electricity output rose 1.1 percent but 
industrial electric consumption fell 3.0 percent over the corresponding period. 


The prolonged sluggisiness in electric power consumption has resulted in a 
significant scaling back of the expansion plans of the Taiwan Power Company 
(Taipower), the island's principal public utility. While 14 nuclear power 
plants were originally envisaged for the 1979-89 period, only six are now 
planned for that decade with a maximum of six additional units by the end of 
the century. Contract awards for the seventh and eighth nuclear units were 
due to have been signed in June 1982, but the project has been postponed for 
at least 2 years. The delay dealt a severe blow to the American nuclear 
industry which had been assured that a U.S. firm would build the nuclear steam 
supply systems. 


Construction of additional coal-fired generators at Taichung also has been 
postponed. Taipower is now sitting on 4 million tons of coal and, with more 
than adequate supply contracts through 1990, is unlikely to be signing new 
contracts before the late 1980s. Taipower is selling some of its surplus coal 
on the domestic market, making the local cement and glass industries less 
likely buyers for U.S. coal. Taiwan's steel industry (i.e. China Steel) does 
not buy U.S. coal, as it considers the price too high compared to Australian 
coal. On the whole, Taiwan is currently a poor market for U.S. coal and will 
be for at least the next 4 years, unless there is another oil shock or an 
explosion of economic growth. 


INVESTMENT AND PUBLIC FINANCE 


Investment, after growing by only 2.8 percent in 1981 (versus 15.5 percent in 
1980), continued its downward trend in 1982, declining by 1.6 percent in the 
first 9 months--primarily because of excess capacity in manufacturing. Some 
policymakers see the drop in investment as having more serious implications 
for the economy than the current slowdown in output. The drop in investment, 
they believe, will hamper Taiwan's efforts to bring in new technology and 
develop new products, thereby hurting Taiwan's export competitiveness in the 
future. Many of the economic policies adopted thus far in 1982, including tax 
credit allowances for purchases of domestically produced capital goods, were 
designed to stimulate private investment. As for the future, because 
investment usually lags behind other economic activities, we do not expect 
this sector to increase significantly until the third quarter of 1983 - after 
a general recovery is well underway. Public investment will also remain 
stagnant throughout most of FY83 because of a central administration budget 
deficit of $333 million in FY81, another $600 million expected in FY82 and 
$1.25 billion forecasted in FY83. However, on November 15, 1982, plans of a 
new initiative in FY84 to build up the infrastructure were announced--the 
Eight Major Projects. This. new initiative will signifcantly increase public 
investment, but it will not provide any short-term stimulus because the 
central administration's overall budget will actually decrease by 0.5 percent. 





Capital Flows Including Foreign Investment: Taiwan continues to attract 
significant amounts of long-term foreign capital. In 1980, the net inflow of 


long-term capital was $1.206 billion, about one and one-half times that of 
1979; in 1981, this figure was $839 million, whicii, though less than in 1981, 
was almost double the annual average net inflow in the 1975-78 period. In 
1982, the net inflow of long-term capital, the bulk of which represented 
long-term lending for major infrastructure projects, totaled $774 million in 
the first 6 months and is expected to reach a record high $1.4 billion for the 
whole year. 


With its excellent international credit rating, Taiwan should continue to 
experience little difficulty in raising long-term capital abroad, despite its 
nonmembership in the International Monetary Fund and the World Bank. Taiwan's 
debt service ratio (interest plus principal divided by exports) is very low, 
0.066 in 1980 and 0.077 in 1981. Taiwan's outstanding total external public 
debt was $6.147 billion at the end of 1980 and $6.931 billion as of the last 
day of 1981; foreign exchange reserves were $6.5 billion at the end of 1981 
and $9.1 billion as of August 31, 1982. The United States remains Taiwan's 
major source of long-term loans although European countries are playing an 
increasingly important role because of the desire to increase trade with 
Europe. In 1981, of total long-term loans, 46.1 percent or $628 million came 
from the United States, of which almost half was provided by the Export-Import 
Bank, the largest single lender to Taiwan. 


Of the total long-term capital inflow during the first quarter of 1982, $31 
million represented net foreign investment. Approvals of new foreign 
investment projects (including investment by overseas Chinese) during the 
first 9 months of 1982 amounted to $332 million, compared with $250 million 
over the like period of the previous year. The increase is due in large part 
to the approval of a major Japanese hotel project. U.S. investment approvals 
were $77 million for the January-September 1982 period down from the $94 
million for the first 9 months of 1981. The Ministry of Economic Affairs 
placed the book value of American direct investment in Taiwan at $431 million 
as of the end of 1981. 


The policymakers here view foreign investment as a major source of the 
technology that will be necessary to upgrade the island's economy and are 
actively campaigning to attract it. A new Joint Industrial Investment Service 
— has been established to assist prospective and already resident foreign 
investors. 


Despite these efforts, there has been some U.S. disinvestment in 1982. 
Several petrochemical companies pulled out because of the generally depressed 
state of the industry worldwide. The withdrawal of the American partner in a 
joint venture with a state enterprise to produce heavy-duty trucks resulted 
from the unwillingness of the authorities to provide protection against 
Japanese and European imports for an indefinite period. The potential for 
damage to Taiwan's investment climate was minimized by the prompt payment of 





compensation as provided for in the joint venture agreement. This case 
indicates that the authorities are unlikely to provide extensive protective 
barriers as an incentive to foreign investment. 


arlation, Money Supply and Interest: Currently inflation is not a problem in 
alwan. ith decreased 01/1 prices, slower growth in the money supply, and 
weak aggregate demand, 1981 inflation rates of 2.5 percent in the wholesale 
price index (WPI), 9.9 percent in the consumer price index (CPI), and 8.1 
percent in the GNP deflator were much lower than the corresponding indices in 
1980. Thus far in 1982, the inflation rates have been even lower. Even with 
money supply (M1) increases of 18.6 percent in August and 20.6 percent in 
September, the WPI dropped by 0.9 percent (annual rate), the CPI rose 5.9 
percent (annual rate), and the GNP deflator increased only 3.9 percent (annual 
rate) in the first 3 quarters of 1982. 


As part of a series of stimulative monetary policy actions, the reserve ratio 
for checking accounts was reduced from 0.25 to 0.23, the lowest since 1975; 
the prime interest rate was lowered in steps from 15.25 percent in August 1981 
to 9.75 percent in September 1982; and the target for M1 growth was increased 
from 10 to 13 percent to 13 to 15 percent as of June 1982. These monetary 
policy stimuli have not had the desired effects in terms of boosting 
investment; and, while the lower interest rates do reduce operational costs 
somewhat, they will not have much effect on consumer spending in Taiwan where 
consumer financing is rare. 


The rapid lowering of Taiwan interest rates increased the gap between 
U.S./Taiwan interest rates and caused a depreciation of the NT dollar--from 
38.68 NT dollar per U.S. dollar on May 1, 1982 to 39.97 NT dollar per U.S. 
dollar on August 26, 1982 (-3.3 percent). In order to stabilize the NT 
dollar, the Central Bank (CB) adopted a new foreign exchange regime on 
September 1, 1982. The new system is designed to slow depreciation of the NT 
dollar that had resulted in part from the manner in which expectations of rate 
changes were built into the old forex regime. By openly announcing the CB's 
intention to intervene in the foreign exchange market and by ending the former 
practice of public announcements of accumulated excess demand for » supply 
of) foreign exchange, the CB hoped to lessen the predictability of exchange 
rate fluctuations. Despite the Central Bank action, the NT dollar slipped 
another 1.7 percent between August 26 and November 15. Thus, while Taiwan's 
strong international trade and financial balances would seemingly indicate a 
strong NT dollar, it appears that interest rate differentials are still the 
primary determinant of the value of the island's currency vis-a-vis the 
dollar. Foreign bankers complain that the new system, by allowing negotiated 
exchange rates between banks and large customers, has greatly reduced the 
profitability of their forex trading. 


FOREIGN TRADE: 


In 1981, Taiwan's 2-way trade totaled $43.8 billion on exports of $22.6 
billion (+14 percent) and imports of $21.2 billion (+7 percent), leaving 
Taiwan with a trade surplus of $1.4 billion. In the first 9 months of 1982, 





feeling the effects of global economic. sluggishness, two-way trade was $31.0 
billion (-11.6 percent). For all of 1982, we expect two-way trade of $41.4 
billion (-5.5 percent), with exports of $22.2 billion (-1.8 percent), imports 
of $19.2 billion (-9.4 percent), and a trade surplus of $3 billion. 


Exports continue to be dominated by labor intensive products such as textiles, 
electrical and electronic goods, and footwear; these categories accounting for 
53 percent of total exports in the first 9 months of 1982. Textiles, the 
leading export, slipped by 5.9 percent in the first 3 quarters of 1982; 
electrical and electronic products, also hard hit, decreased by 2.8 percent; 
footwear exports were off by 3.7 percent. In the third quarter of 1982, 
export sales slowed down considerably, reflecting the downward trend in export 
orders which began in March 1981 and lasted through July 1982. Export orders 
rose 1.4 percent in August 1982, but slipped again in September, by 5.2 
percent 


Taiwan's labor-intensive products face increasing competition from lower wage 
countries such as Sri Lanka, the Philippines, Indonesia, and the People's 
Republic of China (PRC). This competition is pushing Taiwan and the other 
newly industrializing Asian economies (Hong Kong, South Korea, and Singapore) 
to accelerate the development of technology intensive industries. 
Nevertheless, Taiwan's machinery exports in the first 9 months of 1982, were 
down 7.4 percent and amounted to less than half of textile exports. 


Raw materials and machinery account for more than 95 percent of imports. With 
investment down substantially, imports of machinery decreased 15.7 percent in 
the first 3 quarters of 1982 despite a temporary 50 percent cut in import 
ae Imports of raw materials dropped 12.3 percent in the first 9 months 
0 > 


U.S.-Taiwan Trade: Taiwan remains an important trading partner of the United 
States--our 14th largest market for exports, our 8th largest source of 
imports, and our 8th largest trading partner in two-way trade. The United 
States dominates as Taiwan's largest trading partner, buying over 36 percent 
of Taiwan's exports (more than triple Japan's purchases) and supplying 22 
percent of Taiwan's imports (second only to Japan) in 1981. In the first 9 
months of 1982, U.S. dominance of Taiwan's trade increased even more, with 
Americans buying 39 percent of the island's exports and supplying 25 percent 
of its imports. Taiwan exports were the largest beneficiary in 1981 under the 
U.S. Generalized System of Preference (GSP) and accounted for 26 percent of 
total U.S. duty free imports under the system that year. 


The United States' position has remained strong in Taiwan's trade picture 
despite concerted efforts by economic policymakers to diversify trade. 
Decreasing dependence on the United States, according to this reasoning, would 
make Taiwan's economy less vulnerable to fluctuations in the American 

economy. It turns out, however, that the United Stutes is not only Taiwan's 
largest trading partner, but also its most reliable one. Despite the U.S. 
economic doldrums, Taiwan's exports to the United States increased by 8.5 





percent in the first 9 months of 1982, while its exports to all other trading 
partners decreased by 7.2 percent. And in 1980 and 1981, when real GNP in the 
United States changed by -0.62 percent and 2.0 percent, respectively, Taiwan 
exports to the United States still increased by 19.6 percent and 20.8 

percent. One possible reason for the relative insensitivity 


of Taiwan exports to fluctuations in the U.S. economy is the concentration of 
the island's sales in consumer nondurables. Other factors are the strength of 
the U.S. dollar and the openness of the U.S. market. The U.S. Government 
allowed Orderly Marketing Agreements on Taiwan footwear to expire in July 1, 
1981, and on color television receivers on July 1, 1982. In recent months, 
however, the U.S. economic recession is finally being noticed in Taiwan's 
export statistics - the growth of Taiwan exports to the United States fell 
from 23.6 percent in the first quarter to 9.7 percent in the second quarter 
and to -2.6 percent in the third quarter of 1982. 


In 1981, Taiwan's merchandise trade totaled $12.9 billion, with Taiwan having 
a trade surplus of $3.4 billion. In the first 9 months of 1982, exports to 
the United States totaled $6.5 billion while imports from the United States 
totaled $3.5 billion, leaving Taiwan with a trade surplus of $3.0 billion. At 
this rate, two-way Taiwan trade will total $13.1 billion, with Taiwan having a 
record merchandise trade surplus of $4.3 billion. When services are included, 
Taiwan's surplus is much smaller--$2.1 billion in 1981 and $2.4 billion 
expected in 1982. 


While a bilateral trade balance, in and of itself, has little economic 
significance, Taiwan's chronic trade surplus with the United States is 
important for 2 reasons. First, because of its magnitude, the trade surplus 
is visible and can stimulate calls for import protection in the United States; 
second, the trade surplus is due in part to the high tariff structure in 
Taiwan. The Taiwan authorities recognize the problem and in a continuing 
effort to decrease this trade imbalance have sent "Buy American" missions to 
the United States since 1978. The seventh buying mission, in September 1982, 
concluded contracts with American suppliers for a total of $569 million. 


Taiwan-Japan Trade: Next to the United States, Japan is Taiwan's most 
important trading partner, being its largest supplier of imports and second 
largest buyer of exports. In 1981, Taiwan imported $5.9 billion (28 percent 
share) from, and exported $2.5 billion (11 percent share) to its northern 
neighbor, with Japan having a $3.5 billion trade surplus. In the first 9 
months of 1982, imports from Japan totaled $3.6 billion (-19.6 percent, but 
still number one), and Taiwan exports were $1.8 billion (-0.2 percent), 
leaving Japan with a trade surplus of $1.8 billion. 


Japan's large trade surplus with Taiwan is a very sensitive issue. Economics 
Minister Y.T. Chao announced an import ban on over 1,500 Japanese consumer 
items in February 1982 as a signal that Taiwan wanted to see some positive 
steps taken to bring down the trade imbalance. After consultations with the 
Japanese which reportedly resulted in Japanese promises of improved access for 





some Taiwan agricultural products, Minister Chao removed the ban on 842 of the 
items on August 22 and 689 items on November 22. The only significant item 
remaining on the prohibited list is videotape recorders. 


Taiwan-Europe Trade: Despite concerted efforts to woo the European 

market, Taiwan-Europe trade fell to $4.86 billion (-2.9 percent) in 
1981--because of EC's economic slowdown and the depreciation of European 
currencies and the currencies of Taiwan's chief trading rivals (Hong Kong and 
Korea) vis-a-vis the NT dollar. Exports to Europe were $2.9 billion (-9.9 
percent) while imports reached $2.4 billion (5.6 percent). In the first 9 
months of 1982, exports to Europe continued dropping, to $1.93 billion (-13 
percent), but imports rose rapidly to $1.65 billion (9 percent). This 
increase was due in part to the aforementioned depreciation in European 
currencies and in part to the flow of imports resulting from contracts made 
with EC countries during the diversification drives of 1980-81. For all of 
1982, we expect 2-way Taiwan-Europe trade to be $4.75 billion, a decrease of 2 
percent from 1981. 


LABOR: 


By most standards, Taiwan's labor force is at full employment. Unemployment 
averaged 1.35 percent in 1981 and 1.92 percent in the first 3 quarters of 
1982. Despite these extremely low rates, the slowdown in economic growth and 
an increasing trend toward automation have caused some rapid increases in 
unemployment in recent months. The jobless rate rose from 1.5 percent in 
April 1982 to 2.7 percent in September. For 1982 as a whole, we forecast 2.1. 
percent unemployment and little change for 1983. 


The sudden upswing in the jobless rate in the middle of 1982 was indicative of 
a structural change in employment practices. In the recent past when the rate 
of unemployment was sometimes below 1.0 percent and overt pirating of workers 
often occurred, firms very seldom laid off workers during slack periods; 
instead, they spread the work remaining among all workers either by working 
less days per week or less hours per day. This practice was necessitated by 
the difficulty of hiring back laid off workers. The prolonged economic slump 
has made this practice increasingly expensive and some firms have begun to lay 
off workers. 


Despite the hike in unemployment, the Taiwan economy is still using its labor 
resources efficiently. Labor productivity continues to outstrip real wages 
(nominal wages/consumer price index). From 1978 to 1981, while real wages 
climbed an average of 5.5 percent per year, the growth of direct labor 
productivity (real output/working hours) almost doubled that at 10.9 percent 
per year. In 1982, the real wage is expected to grow 0.5 percent with direct 
labor productivity growing 2.0 percent. 


Labor productivity growth has helped to keep Taiwan's labor intensive export 
industries internationally competitive and has furthered the authorities' 
labor absorption objectives. Indeed, the ratio of job seekers to job 
vacancies is currently far higher among college graduates than primary school 





finishers. The need to absorb increasing numbers of skilled workers is a 
major reason for the authorities' efforts to encourage technology intensive 


industries. In the long run, however, excess unskilled labor may become a 
problem. 


A new labor law is currently under consideration by the Executive Yuan 
(Cabinet). Among the provisions being discussed are improved pension benefits 
and a higher minimum wage--both of which would result in increased labor 
costs. Because of slowdown in economic growth in last 2 years and because of 
resistance from entrepreneurs, enactment of the law by the Legislative Yuan 
(Parliament) has been delayed for 2 years but may be possible by mid-1983. 


IMPLICATIONS FOR THE UNITED STATES 


Market Access: Due to the recession, economic interest groups, backed by 
their legislators, have been putting increasing pressure on the Taiwan 
authorities to take protectionist actions beyond the existing high tariffs 
which average over 30 percent and exceed 50 percent for many lines of consumer 
goods. Thus far, problems affecting U.S. interests have been concentrated in 
the agricultural sector. Tariffs have been raised on orange juice, and a duty 
hike on beef has been only temporarily delayed by administrative action. 
Frozen poultry imports are banned currently. Certain industrial raw 
materials, including soda ash and several petrochemical intermediates have de 
facto bans as a result of "voluntary" agreements not to import. Part of the 
problem is that Taiwan has no formal antidumping mechanism. As a result, 
allegations of dumping--as were made concerning the products mentioned 
above--can result in informal import bans rather than added duties. The 
authorities are in the initial phases of drafting antidumping and 
countervailing duty regulations. 


On the positive side, the authorities have taken some steps to liberalize 
trade. Lower duties on 31 U.S. agricultural and industrial products, the 
result of a December 1981 trade agreement between the American Institute in 
Taiwan and Taiwan's Coordination Council for North American Affairs, went into 
effect July 12, 1982. In addition, Taiwan is proceeding with legislation to 
reduce its current customs valuation uplift of 15 percent (i.e., the base for 
tariff rates is c.i.f. plus 15 percent) to 10 percent. The uplift places 
American exports at a disadvantage vis-a-vis those of Japan and other Asian 
countries. 


Best Prospects for Increasing U.S. Exports (all figures in Million US$): The 
growth projections in this section are at the upper end of what can be 
realistically expected. Reliable figures on total market size are, in most 
cases, impossible to obtain. Therefore, AIT's projections have been based on 
customs statistics for imports. While these figures are quite accurate, 
definitional differences limit their utility. Several of our "best prospects" 
over lap when statistics are broken out of customs figures. Consequently, all 
figures should be regarded as approximate. 
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Analytical and Scientific Instruments 


Increasing sophistication of local industries should allow total imports 
to grow at about 30 percent per year through 1984. The need for more advanced 
instrumentation should also permit U.S. manufacturers to gain ground on the 
less expensive competition from Japan, the leading supplier. The authorities 
are pushing research and development. One stated goal of the current 10-year 
economic plan is to increase the private sector's R&D expenditures from less 
than 0.7 percent of total revenue to 2 percent. Virtually all laboratory 
instruments are imported; significant local competition is not expected for 
several years. 


Total Imports U.S. (Share 


1981 300 77.4 (26 %) 
1984 (projected) 660 230 (35 %) 


Computers and Peripherals 


This booming market could continue growing at an annual rate of 40 
percent through 1984. While local manufacturers are increasingly able to make 
less advanced microcomputers and peripherals, and are in fact making some very 
good monitors, the United States continues to dominate the market. Interest 
in American products and services is very high. The American Trade Center's 
(ATC) recent computer show, Computech 82, drew over 13,000 registered visitors 
in a week and chalked up immediate sales of $26 million. Software and service 
are important reasons for continued U.S. market leadership despite heavy price 
competition from Japan. At least one major manufacturer has opened a software 
design center in Taipei, and another ‘is doing extensive development work for 
Chinese- language word processing. The next ATC computer show is planned for 


June 1983. 
Computers & Peripherals 
Total Imports U.S. (share) 


1981 129 103 (80% ) 
1984 (projected) 354 283 (80%) 


Computers On] 
Total Imports U.S. (share) 


1981 39 24 (62%) 
1984 (projected) 106 65 (62%) 


Electronic Industry Production and Test Equipment 


Since Taiwan sees high-technology electronic items as one of its chief 
growth areas, equipment for the electronic industry should continue to be a 





best seller. Growth of imports is projected at 25 percent annually through 
1984. The United States should pick up some market share as the technology 
level moves up. 


Total Imports U. S. (share 


1981 75 23 (30%) 
1984 (projected) 146 55 (37%) 


Electronic Components 


Although Japan will continue as the leader in this very important market, 
the United States should maintain a solid second place in a market where 
imports are expected to grow up to 35 percent per year through 1984. 


Total Imports U.S. (share) 


1981 490 172.9 (35%) 
1984 (projected) 1250 420 (35%) 


Medical Equipment 


While the total size of this market is relatively small, it merits 
attention because several major hospital expansions are planned for the next 
few years. Local production is confined to simple items, especially 
disposables. The United States continues its leadership in a market that is 
likely to grow at 30 percent per year through 1984. The next ATC show on 
medical equipment is planned for May 1983. 


Total Imports U.S. (share 


1981 50 23 (45%) 
1984 (projected) 109 49 (45%) 


Other areas with strong growth possibilities include: Metalworking machinery, 
industrial controls (ATC show in Sept. 1983), printing and graphic arts 
equipment (ATC show in March 1984), pollution control equipment (ATC show in 
April 1984) and telecommunications equipment (ATC show in Feb. 1984). As 
noted above, there is little prospect for additional coal sales to Taiwan over 
the next few years. 


Japanese compet ition: Heavy competition from Japan is a major obstacle to 
expanding U.S. exports to Taiwan. The Japanese have numerous advantages in 
the Taiwan market. One advantage is proximity. Tokyo is a few hours by an 
airplane from Taipei. The time difference is only 1 hour. It is possible to 
place a call that is during office hours in both places. The cost of getting 
a salesperson to Taipei is perhaps half what it is from the United States. 
While this advantage is significant in terms of mounting a sales effort, it is 
often critical for aftersales service. The answer to this problem is that the 
American vendor must have a technically qualified agent or distributor in 





Taiwan who is willing to stock parts and service equipment. The U.S. company 
must send technical people at intervals to see that technical skills are kept 
up, parts are in stock, and customers' needs are satisfied. Direct customer 
contact is essential. 


Another tremendous advantage for the Japanese is that a major portion of 
Taiwan's external trade is handled by Japanese trading companies. Reliable 
figures are unavailable, but some observers claim that half or more of 
Taiwan's export trade is in the hands of the Japanese, including a substantial 
portion of exports to the United States. This dominance of the Japanese 
trading companies places them in an ideal position to encourage Taiwan firms 
to purchase Japanese capital equipment. Perhaps the recently passed U.S. 
trading company legislation will pave the way for a long-term improvement in 
the situation. 


The Japanese also profit from access to the tightly controlled low-interest 
Japanese domestic capital market. Even without the assistance of subsidized 
export financing, Japanese traders are often able to offer much better payment 
terms than their U.S. competitors. They exploit this advantage with such 
practices as offering computer leases with no payments the first year. 


The current high value of the U.S. dollar relative to the yen is a final 
factor. Even at 200 yen to the dollar, Japanese products generally enjoy a 
significant price advantage in Taiwan. At current (November 1982) rate in the 
250-270 range, the advantage is almost overwhelming. Taiwan's high duties and 
other taxes plus the addition of a 15 percent customs uplift on the c.i.f. 
value all add to the Japanese price advantage. 


Investment and Services: As part of the campaign to attract new foreign 
investment, the cabinet is currently considering the establishment of a free 
trade zone 1 (FTZ) in Taiwan. The proposed FTZ would offer incentives for 
high technology, nonpolluting industry, and provide bonded warehousing and 
other services. Improved transshipment facilities and the establishment of 
offshore banking operations are also under consideration. Another recent 
development is a decision, currently being implemented, to allow the opening 
of the Taipei Stock Market to foreign investment. At least initially, the 
market will only be indirectly open to foreigners through investment trusts as 
is the case in Korea. 


American firms face major difficulties in selling services to Taiwan. The 
activities of American and other foreign banks are restricted in several 
respects, notably by their lack of access to NT dollar funds. Foreign 
businesspeople are allowed very limited scope in insurance, accounting and 
other services, and American shipping lines face discriminatory treatment 
vis-a-vis their Taiwan competitors. While some liberalization has occurred, 
Significant further opening of Taiwan's services market to U.S. enterprises 
appears unlikely in the near future. 





Commercial Counterfeiting: Taiwan continues to be the home of many infringers 
of U.S. and other patents, trademarks, and copyrights. A television press 
conference held in August by Taipei's American Chamber of Commerce focused 
attention on the problem. Shortly thereafter, the Executive Yuan announced a 
10-point plan to deal with the counterfeiting problem. The highlights of the 
program include: 


Revising laws to increase penalties for counterfeiting and to reduce 
substitution of fines for jail sentences 


Strengthening the existing Anti-counterfeiting Committee by adding staff 
and budget and bringing in law enforcement agencies 


Encouraging the judiciary to impose stiffer sentences 
Disseminating information on convicted counterfeiters 


Studying the possibiiity of establishing a special court 


Compiling information on well-known trademarks not registered in Taiwan 


Undertaking an educational campaign to discourage counterfeiting. 


The authorities, at least those most closely involved with foreign trade, are 
clearly coming to understand the negative effects of counterfeiting on the 
business and investment climate. Investors have told officials that 
counterfeiting has been responsible for decisions to invest elsewhere. This 
is particularly a factor in high-technology fields where patent protection is 
critical. One area that still requires attention, according to the chemical 
and pharmaceutical industries, is the need for so-called composition patents. 
Current patent laws, unlike those of the United States, do not protect a new 
chemical compound, only the process used to make it. In practice, infringers 
can frequently get around a patent by making relatively minor changes in the 
process. The lack of protection for the compound itself makes it impossible 
to conduct significant research on chemical compounds in Taiwan. 


If it is implemented vigorously, the current program should make a noticeable 
improvement in the situation in 1 or 2 years. The victims of commercial 
counterfeiting will have to do their part by registering their patents and 
trademarks in Taiwan and then hiring investigators and lawyers to attack 
counterfeiters. 
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WHO, ME? EXPORT? 


YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

hand, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased compnay growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 
good for America. ; 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 


INTERNATIONAL TRADE 
ADMINISTRATION 


SOOO HHHSSOHOHOOHOOSOSOHSHSOSS ESOS SE OOHSESOOSOSESSSSSOSOSSS SSS OSISSSSSSOSSOSSSSSOSSSOSSSESSSSESSEESS Seecesecessesrseeeee008 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Send copies of A BASIC GUIDE TO 
EXPORTING at $6.50 


SN 003-009-00349-1 

Enclosed is $ 0 check, 

O money order, or charge to my 
Deposit Account No. 


e2 canes ow 


Order No. 


Name—First, Last 


ompany name or additional address line 


treet address 
ity tate 
(or Country) 


PLEASE PRINT OR TYPE 


Credit Cards Orders Only 
Total charges $. 


Credit 
Card No. 


Fill in the boxes below. 


Expiration Date Eeee 


Month/Year 


ZIP Code 





Confused about Export The Export Aamishaton Regulations, & 


a at & r comprehensive om to the rules control- 
xports of answe 
Licensing Requirements? ess eee ae 
requirements: 
e When is an export license necessary? 
e When is it not necessary? 
e How do | obtain an export license? 
ets ——————— 
e How do | know when the policies 
? 
e Are there restrictions on exports to cer- 


tain countries? 
IOZAIZFEP3R2Y Ibe/COLY e Are restrictive trade practices and boy- 
cotts prohibited? 
e Do! need a license to ship technical 
data? 
a oe e Where can | obtain help? 
a | mee 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your 
subscription to the Export Administration 
Regulations. 


$105.00 
$131.25 
All Bulletins sent first class to both 


foreign and domestic addresses. Air- 
mail service not availabie. 
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ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Credit Card Orders Only 


Enclosed is $__.._._ 0) check, 7 
CO money order, or charge to my ied Total charges $___ Fill in the boxes below. 
Deposit Account No. Credit 


ci wo. CLT TTT TTTTTT TT tity) 
CITT ttt i-O error — 


Expiration Date 
Order No. Month/Year 


Please send me___set(s) of the U.S. Department of Commerce Export Administration Regulations and 
supplementary Export Administration Bulletins for the publication period beginning October 1, 1982. 


Name—First, Last 


ly name or 








